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regulations promulgated thereunder (42
CFR 5.1–5.4) will be considered an obli-
gation to serve as a Federal employee.

(d) Records required for exclusion from
gross income. To exclude amounts re-
ceived under Federal programs requir-
ing future services as a Federal em-
ployee, the recipient must maintain
records that establish that the
amounts received under such programs
were used for qualified tuition and re-
lated expenses as defined in paragraph
(c)(1) of this section. Qualifying uses
may be established by providing to the
Service, upon request, copies of rel-
evant bills, receipts, cancelled checks
or other convenient documentation or
records which clearly reflect the use of
the money received under the grant.
The recipient must also submit, upon
request, documentation establishing
receipt of the grant and setting out the
terms and requirements of the par-
ticular grant.

(e) Applicability of rules of §§ 117(a) and
117(b). Except where a different rule
has been expressly provided in this sec-
tion, amounts received under Federal
grants requiring future service as a
Federal employee, and which meet the
requirements for exclusion from gross
income under this section, are subject
to the rules, limitations and defini-
tions specified in §§ 117 (a) and (b) of the
Code and §§ 1.117–1 through 1.117–4.

(f) Effective date. Except as provided
in paragraph (b) of this section, this
section will apply to amounts received
after December 31, 1980 under Federal
programs which meet the requirements
of this section.

[T.D. 8032, 50 FR 27232, July 2, 1985]

§ 1.118–1 Contributions to the capital
of a corporation.

In the case of a corporation, section
118 provides an exclusion from gross in-
come with respect to any contribution
of money or property to the capital of
the taxpayer. Thus, if a corporation re-
quires additional funds for conducting
its business and obtains such funds
through voluntary pro rata payments
by its shareholders, the amounts so re-
ceived being credited to its surplus ac-
count or to a special account, such
amounts do not constitute income, al-
though there is no increase in the out-
standing shares of stock of the corpora-

tion. In such a case the payments are
in the nature of assessments upon, and
represent an additional price paid for,
the shares of stock held by the indi-
vidual shareholders, and will be treated
as an addition to and as a part of the
operating capital of the company. Sec-
tion 118 also applies to contributions to
capital made by persons other than
shareholders. For example, the exclu-
sion applies to the value of land or
other property contributed to a cor-
poration by a governmental unit or by
a civic group for the purpose of induc-
ing the corporation to locate its busi-
ness in a particular community, or for
the purpose of enabling the corporation
to expand its operating facilities. How-
ever, the exclusion does not apply to
any money or property transferred to
the corporation in consideration for
goods or services rendered, or to sub-
sidies paid for the purpose of inducing
the taxpayer to limit production. See
section 362 for the basis of property ac-
quired by a corporation through a con-
tribution to its capital by its stock-
holders or by nonstockholders.

§ 1.118–2 Contribution in aid of con-
struction.

(a) Special rule for water and sewerage
disposal utilities—(1) In general. For pur-
poses of section 118, the term contribu-
tion to the capital of the taxpayer in-
cludes any amount of money or other
property received from any person
(whether or not a shareholder) by a
regulated public utility that provides
water or sewerage disposal services if—

(i) The amount is a contribution in
aid of construction under paragraph (b)
of this section;

(ii) In the case of a contribution of
property other than water or sewerage
disposal facilities, the amount satisfies
the expenditure rule under paragraph
(c) of this section; and

(iii) The amount (or any property ac-
quired or constructed with the amount)
is not included in the taxpayer’s rate
base for ratemaking purposes.

(2) Definitions—(i) Regulated public
utility has the meaning given such term
by section 7701(a)(33), except that such
term does not include any utility
which is not required to provide water

VerDate 11<MAY>2000 00:55 Apr 21, 2001 Jkt 194081 PO 00000 Frm 00473 Fmt 8010 Sfmt 8010 Y:\SGML\194081T.XXX pfrm08 PsN: 194081T


